Financial Statements: Another Look at the Statement of Changes in Financial Position Dr. by Lelievre, Clara C.
Woman C.P.A. 
Volume 38 Issue 2 Article 6 
4-1976 
Financial Statements: Another Look at the Statement of Changes 
in Financial Position Dr. 
Clara C. Lelievre 
Follow this and additional works at: https://egrove.olemiss.edu/wcpa 
 Part of the Accounting Commons, and the Women's Studies Commons 
Recommended Citation 
Lelievre, Clara C. (1976) "Financial Statements: Another Look at the Statement of Changes in Financial 
Position Dr.," Woman C.P.A.: Vol. 38 : Iss. 2 , Article 6. 
Available at: https://egrove.olemiss.edu/wcpa/vol38/iss2/6 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 




Another Look at the Statement of Changes in Financial Position
Dr. Clara C. Lelievre, CPA 
University of Cincinnati 
Cincinnati, Ohio
GUEST WRITER: This column is the work 
of Imogene A. Posey, CPA.
Ms. Posey is Associate Professor of 
Accounting at the University of 
Tennessee-Knoxville. She has an M.S. from 
the University of Tennessee and holds a 
CPA Certificate from the state of Tennessee. 
Professor Posey is a member of various 
professional organizations, including 
AWSCPA, and has previously been 
published in THE WOMAN CPA.
History of the Statement
Although the funds statement was de­
veloped in the early 1900's, its inclusion in 
the external reporting package was not 
mandatory until the 1970's. Accounting 
Principles Board Opinion No. 31 recom­
mended that a statement of source and 
application of funds be presented as 
supplementary information in financial 
statements. Even then, one of the mem­
bers assented with the qualification that 
he felt the statement should be required. 
Two other members qualified their assent 
because they felt the statement might be 
misleading to some unwary investors. In 
October, 1970, SEC Accounting Series 
Release 1172 required the inclusion of a 
statement of source and application of 
funds in certain registration statements 
and reporting forms. The release did not 
specify a particular definition of funds nor 
did it specify the format. The disclosure of 
material changes in the components of net 
funds or working capital was a require­
ment.
Accounting Principles Board Opinion 
No. 193 (APB No. 19) required that a funds 
statement be presented for each period for 
which an income statement is presented 
by profit-oriented business entities, 
whenever an income statement and a 
balance sheet are presented together for 
all periods ending after September 30, 
1971. The Board specified that the state­
ment should be prepared using a total 
resources concept, meaning that it should 
include all important aspects of the financ­
ing and investing activities of the report­
ing entity during the period covered. Such 
activities as an exchange of debt or equity 
securities for property and plant or long­
term debt should be included as both 
sources and applications of funds, even 
though working capital or cash, common 
definitions of “funds," were not affected. 
To reflect this broad concept of funds, the 
Board recommended that the title be 
changed to "Statement of Changes in 
Financial Position."
Inclusion of the Statement 
in the Annual Report
Although APB No. 19 was the first time 
the Statement of Changes in Financial 
Position (referred to subsequently as the 
"Statement") had been an external report­
ing requirement (may be omitted on fi­
nancial reports restricted for internal use 
only), many reporting entities had been 
including the Statement in their annual 
report. According to 1971 Accounting 
Trends and Techniques,4 573 of the sample of 
600 companies included a funds statement 
in their 1970 annual report with a variety 
of titles. Slightly over half (53%) used the 
title "Source and Application of Funds," 
and an additional 154 used the word 
“Funds." The remaining 116 (20%) used a 
title containing the phrase "Working Cap­
ital." The auditor's report covered all but 
fourteen of the funds statements. Im­
plementation of APB No. 19 should have 
been no real problem for most reporting 
entities and APB No. 19 was generally 
considered a non-controversial promulga­
tion.
The Statement, although not replacing 
either, should provide a useful link be­
tween the income statement and balance 
sheet. The Board stated the objectives of 
the statement as "(1) to summarize the 
financing and investing activities of the 
entity, including the extent to which the 
enterprise has generated funds from op­
erations during the period, and (2) to 
complete the disclosure of changes in 
financial position during the period."5 To 
achieve these objectives, the presentation 
should be clear and understandable to the 
statement user. Descriptive titles which 
clearly portray the activity involved and 
also have reasonable comparability to the 
statements of other reporting entities 
seem essential to provide useful state­
ments for many users.
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The Sample
To determine the degree of adherence to 
the requirements of APB No. 19 in the 
Statement of Changes in Financial Posi­
tion contained in the annual reports of 
publicly held corporations, the writer ex­
amined the 1974 annual reports of the 100 
largest industrial companies as reported 
by Fortune, May, 1975. Ninety-nine of the 
reports were available, although the re­
ports for six of the reporting entities were 
for the reporting year ended during 1973. 
All of the annual reports contained the 
Statement, most often presented as the 
last of the three major statements. One of 
the ninety-nine reporting companies did 
not follow the recommended statement 
title; instead, it used “Summary of Opera­
tions.” The statement did not comply very 
closely with other recommendations of 
the Board.
Compliance with the Requirements 
of APB No. 19
APB No. 19 provides for flexibility in form, 
content, and terminology in the statement 
to meet differing circumstances. For in­
stance, paragraph 11 provides that the 
Statement may be in balanced form or in a 
form expressing the changes in working 
capital, cash and temporary investments 
combined, or of cash. The balanced form 
could show increases in working capital, 
cash and temporary investments, or cash 
as an application of resources or decreases 
as a source of resources. Ninety-three 
statements showed changes in working 
capital, four presented changes in cash 
and marketable securities (title used on 
the Statement), and two apparently used 
cash. Two of the statements were pre­
sented in an unusual form; they were not 
divided into the customary sources and 
applications format. Instead, deductions 
indicated by parenthesis were shown in 
the same column as additions, and a total 
was presented. One reporting entity in­
cluded just "cash” with no explanation as 
an addition in the column. This decrease 
in cash was not labeled at all and seemed 
confusing even to this reader. To be sure, 
one can refer to the comparative balance 
sheet to ascertain that the latest year had a 
decline in cash from the preceding year, 
but this and the other less than ideal 
presentations would probably leave some 
users confused.
Of even greater concern is the apparent 
lack of compliance with the recommenda­
tion that the wording of the Statement 
make it clear to the user that the items such 
as depreciation, deferred taxes, depletion, 
and earnings of investments carried at 
equity which are added back (or deducted) 
from income before extraordinary items, if 
any, are not sources or uses of working 
capital or cash. The Opinion presents as 
an example of an appropriate caption 
"Add — Expenses not requiring outlay of 
working capital in the current period.” An 
alternative procedure "is to begin with 
total revenue that provided working capi­
tal or cash during the period and deduct 
operating costs and expenses that re­
quired the outlay of working capital dur­
ing the period.” Although this approach 
has been recommended by writers,6 none 
of the statements surveyed used this ap­
proach.
Forty-five of the Statements surveyed 
used wording that presented either Net 
Income or Income Before Extraordinary 
Items, sale of discontinued operations, or 
accounting changes and the deductions 
not requiring an outlay of working capital 
or revenues not providing working capital 
as equivalent items. Exhibit I shows a very 
common format for the working capital 









Net Income 530 291
Depreciation and Depletion 248 245
Deferred Income Taxes— 
Noncurrent 51 20
Minority Stockholders' 
Share of Income 31 25
Unremitted Earnings 
of Companies Carried 
at Equity (24) (7)
Working Capital Provided 
from Operations2 836 574
1Wording taken from an actual statement.
2In several cases the total was presented without a caption
Exhibit II
Millions of Dollars
Year Ended Year Ended
Dec. 31, 1974 Dec. 31, 1973
Operations 
Net Income 240 210
Depreciation 150 145
Deferred Income Taxes 40 35
Other Items not requiring 
the use of working 
capital 15 10
Working Capital Provided 
from Operations 445 400
Others in the sample clarified the adjust­
ments somewhat by using the format 
shown in Exhibit II. If the reader carefully 
reads down to the fourth item, the phrase 
"other items not requiring the use of 
working capital" may give the lay reader a 
clue that some are not really a source of 
working capital. Since the statement in­
cludes net income or income before ex­
traordinary items in the same category, 
the presentation hardly seems as clear as 
the Board apparently intended. Fifty-four 
of the reporting entities used the wording 
in APB No. 19 or very similar wording. 
Some of the adaptions seemed to clarify 
the wording for the particular data in­
cluded. Rather than a caption for a group 
of different items, three of the statements 
in this latter group added to net income a 
single item called "depreciation and other 
items not requiring current outflow of 
working capital" and in the other case 
"items not affecting working capital — 
principally depreciation and deferred 
taxes." At least one statement included 
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the adjustments needed for extraordinary 
items along with the other adjustments to 
income before extraordinary items to ar­
rive at working capital provided by opera­
tions. One statement presented deferred 
income taxes below working capital pro­
vided by operations as a negative source of 
funds. In some cases the words "funds 
from operations" were used instead of 
"working capital," and in five cases the 
words "charges not requiring cash in cur­
rent period" or similar terminology were 
used on a statement with a working capital 
format.
The statements using the cash or cash 
and marketable securities formats often 
presented the same working capital pro­
vided from operations format as that pre­
sented in statements using the working 
capital format throughout. In these cases 
the changes in the appropriate current 
items as required in APB No. 19 were 
shown elsewhere in the statements. In all 
statements but three the changes in work­
ing capital were presented either in the 
body of the main statement or in a 
schedule immediately following and at­
tached to the sources and applications of 
funds. The remaining schedules of 
changes in working capital were pre­
sented in adequate detail as footnotes. 
This alternative treatment, in at least one 
case, was required to fit the statement on 
one page by the amount of detail in both 
the statement and the schedule of changes 
in working capital, but in the others it was 
just a matter of arrangement. The re­
quirement for the presentation of the 
changes in working capital, which could 
be obtained with a little effort from the 
comparative balance sheets, was followed 
as closely as the requirement for the 
Statement itself.
Various words for the two sections of 
the Statement were used in the ninety- 
nine annual reports surveyed. Some used 
resources provided and resources applied; 
some used funds or working capital in­
stead of resources. All of the terms except 
those using working capital, which does 
not imply the broad approach required, 
seem to be reasonably informative.
A few discrepancies in account titles of 
the same item presented in two state­
ments within the same annual report were 
noted. Perhaps a statement reader would 
understand one but not the other in some 
cases, but one wonders if he/she could 
have trouble recognizing the item as the 
same one on the different statements. For 
instance, one reporting entity used the 
words "timing differences" under provi­
sion for income taxes on the income 
statement and "deferred taxes" on the 
statement of changes in financial position.
In another instance, depreciation and de­
pletion were used on the Statement and 
capital extinguishments was used on a 
ten-year summary of the changes in finan­
cial statement which was presented with 
the statistical data in the back of the annual 
report.
The First Objective of Financial 
Statements
The first objective of the Trueblood Com­
mission for "financial statements is to 
serve primarily those users who have 
limited authority, ability, or resources to 
obtain information and who rely on finan­
cial statements as their principal source of 
information about an enterprise's eco­
nomic activities."7 If statements are to be 
presented to meet this objective, they 
surely must be understandable to the 
user. Users vary from the unsophisticated 
occasional investor to the managers of the 
reporting entity. The unsophisticated in­
vestor would probably rely on the annual 
reports for a larger amount of information 
than any of the other statement users. All 
firms must make the information con­
tained in the SEC required 10K available 
on request, and a few, including two in 
this sample, present some or all of the 
additional data included in the 10K within 
the annual report. It has been reported 
that very few have requested this 
additional information. Since the annual 
report is the primary source of information 
for many users, including the unsophisti­
cated, all statements should be presented 
with as much clarity and comparability as 
possible.
Conclusions
Nearly half (45%) of the Statements pre­
sented by the reporting entities surveyed 
seem to represent substandard reporting 
because of lack of compliance with para­
graph 10 of APB No. 19. The wording 
recommended by the Board seems clearer 
and therefore more likely to achieve the 
first objective of the Trueblood Commis­
sion than that used by these reporting 
entities.
Although all of the firms presented the 
Statement, there seems to be considerable 
room for improvement in format, content, 
and terminology, even after recognizing 
that the Board expressly recognized the 
need for flexibility to achieve a presenta­
tion that is most informative for the par­
ticular circumstances. By observation of 
the content of the Statement, it appeared 
that all firms had adhered to the broad 
concept of total resources, although in a 
few statements the captions did not dis­
close this fact. Perhaps another look at
APB No. 19 to achieve more than just 
substantial compliance would help 
achieve the first objective of the Trueblood 
Commission.
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Bringing 
the “right people” 
together
Currently we have a client headquar­
tered in a scenic part of the Carolinas 
seeking to expand its audit staff. The 
client requires its candidates to have 2-4 
years’ experience in industry or public 
accounting. The company strongly de­
sires either a CPA or a CIA. Substantial 
travel is required. The client enjoys an 




Contact Romac & Associates, Dwight L. Andrews, Suite 
1105,230 South Tryon Street, Charlotte, NC 28202. Replies 
interested in other geographical areas will be forwarded to 
partners in Portland; Hartford; New Haven; Stamford; Rhode 
Island; Buffalo; Rochester; Wellesley Hills, MA; Boston; 
Washington, DC; and Atlanta.
April 1976 / 21
